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Allied  Stores  Corporation 

1440  Broadway 
New  York  18,  New  York 


May  22,  1944 


To  the  Stockholders: 

In  the  following  paragraphs,  the  operating  results  of  Allied 
Stores  Corporation  and  subsidiary  companies  for  the  fiscal  year 
ended  January  31,  1944  (hereinafter  referred  to  as  the  year 
1943),  and  the  financial  condition  at  the  close  of  the  period 
are  briefly  summarized  and  certain  pertinent  comparisons  are 
made  with  operating  and  financial  statistics  of  earlier  periods. 
Consolidated  statements  of  profit  and  loss,  earned  surplus  and 
capital  surplus  for  the  year,  and  a  consolidated  balance  sheet, 
with  supporting  schedule  of  funded  debt,  at  the  close  of  the 
year,  certified  by  Ernst  &  Ernst,  the  Company’s  public  ac¬ 
countants,  are  included  as  part  of  this  report. 


Retail  Sales 

Sales  volume,  $203,718,739,  was  again  the  highest  in  the  history 
of  the  Company  and  was  19-3%  greater  than  in  the  preceding 
year.  Sales  volume  compared  with  the  years  immediately 
preceding  follows: 


1943 .  $203,718,739  19.3 

1942 .  170,828,164  12.5 

1941 .  151,808,858  25.2 

1940 .  121,270,682  8.2 

1939 .  112,122,354 


Profits 

Profit  and  Federal  Taxes: 

Profit  before  federal  taxes  on  income  was  $19,550,603  after 
absorbing  a  $1,313,501  loss  on  the  sale  of  real  estate.  The 
following  shows  comparisons  for  each  of  the  past  five  years 
of  profit  before  federal  taxes  on  income,  provision  for  federal 
taxes  and  consolidated  net  profit: 


Profit  Before  Provision 

Federal  Taxes  for  Consolidated 

on  Income  Federal  Taxes  Net  Profit 

1943 .  $19,550,603  $12,700,000  $6,850,603 

1942 .  14,181,428  8,500,000  5,681,428 

1941 .  9,494,258  4,200,000  5,294.258 

1940 .  5,353,129  1,355,000  3,998,129 

1939 .  4,155,585  720,000  3,435,585 
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Profit  per  Share: 

In  the  following  tabulation  consolidated  net  profit  is  expressed 
in  terms  of  profit  per  share  of  5%  Preferred  Stock  and,  after 
deducting  dividends  paid  on  such  preferred  stock,  of  profit  per 
share  of  common  stock,  for  each  of  the  last  five  years: 


Share  of  Profit 

Preferred  pet  Share  of 

Stock  Common  Stock 

1943 .  $31.28  $3.17 

1942 .  24.47  2.50 

1941 .  22.30  2.27 

1940 .  17.57  1.57 

1939 .  15.01  1.26 


Profit  Trend  by  Quarters: 

A  five-year  comparison  of  profits,  by  quarters,  follows: 

Profit  Before  Federal 
Taxes  on  Income: 

1939  1940  1941  1942  1943 

First  quarter...  $  392,478  $  462,211  $1,597,595  $2,987,856  $4,935,056 

Second  quarter.  103,814*  235,856  1,101,173  1,879,147  3,727,905 

Third  quarter. .  1,319,051  1,513,756  2,825,255  4,486,310  5,477,413 

Fourth  quarter.  2,547,870  3,141,306  3,970,235  4,828,115**  5,410,229** 


Total  Year..  4,155,585  5,353,129  9,494,258  14,181,428  19,550,603 
Federal  taxes 

on  income.  720,000  1,355,000  4,200,000  8,500,000  12,700,000 


Consolidated 

netprofit..  $3,435,585  $3,998,129  $5,294,258  $5,681,428  $6,850,603 


•Loss.  ••After  absorbing  losses  on  the  sale  of  real  estate  of  $1,396,756  in  1942  and 
$1,313,501  in  1943. 


Working  Capital 


Cash,  $10,573,279,  and  Government  Securities,  $4,518,451, 
were  $1,214,678  greater  than  at  the  beginning  of  the  year  and 
were  equivalent  to  95%  of  total  current  liabilities.  No  current 
bank  borrowings  were  outstanding  during  the  year. 

The  ratio  of  current  assets,  $57,914,883,  to  current  liabilities, 
$15,847,086,  was  3-7  to  1  at  the  close  of  the  year,  the  same  as 
at  the  beginning  of  the  year.  Net  current  assets — current 
assets  minus  current  liabilities — increased  $2,454,211  during 
the  year.  Net  current  assets  at  the  close  of  the  year  for  each 
of  the  last  five  years  follow: 

NetCurrent 


1943. 

1942. 

1941. 

1940. 

1939. 


$42,067,797 

39,613,586 

30,565,413 

28,695,527 

27,317,699 
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Accounts  Receivable: 

Customers’  accounts  receivable  (net)  at  the  close  of  the  year 
$14,139,225,  were  $2,269,853  less  than  at  the  beginning  of 
the  year.  This  decrease  was  composed  of  decreases  in  current 
accounts,  $819,899,  and  in  deferred  payment  accounts, 
$1,605,865,  offset  in  part  by  a  decrease  in  the  reserve  provision 
for  losses  in  collection,  $155,911.  These  decreases  in  accounts 
receivable  resulted  primarily  from  government  controls  in  effect 
during  the  year  and  the  unavailability  of  certain  lines  of  mer¬ 
chandise  usually  sold  on  a  deferred  payment  basis. 

The  amount  of  the  reserve  for  doubtful  accounts  at  the  close 
of  the  year  was  established,  as  in  preceding  years,  by  an  age 
analysis  of  each  individual  account.  All  balances  over  six 
months  past  due  on  current  accounts  and  all  installments  over 
one  month  past  due  on  deferred  payment  accounts  are  100% 
reserved.  Based  on  age  analyses  of  the  individual  accounts 
and  on  past  experience,  all  other  balances  are  believed  to  be 
adequately  reserved. 

Inventories: 

Merchandise  inventories  at  the  close  of  the  year  $28,055,174 
were  $4,573,851  greater  than  at  the  beginning  of  the  year.  At 
the  close  of  the  year  97-0%  of  all  inventories  in  the  stores  was 
less  than  one  year  old.  This  percentage  compares  with  94.2%, 
95-4%,  and  91.7%  at  January  31,  1943,  1942,  and  1941,  respec¬ 
tively.  Price  indices  designed  to  reflect  changes  in  price  levels 
show  that  the  general  price  level  of  department  store  merchan¬ 
dise  at  the  close  of  the  year  was  approximately  4-3%  higher 
than  at  the  beginning  of  the  year. 

Fixed  Assets 

The  Company’s  investment  in  land,  buildings,  equipment,  and 
fixtures  at  the  close  of  the  year,  $29,701,217,  was  $2,291,900 
less  than  at  the  beginning  of  the  year.  Net  additions  and  im¬ 
provements  for  all  stores  for  the  year,  $768,324  was  offset 
by  depreciation  charged  to  expense  during  the  year,  $1,246,723, 
and  the  sale  of  real  estate  with  a  net  book  value  of  $1,813,501. 

Maintenance  and  Repairs: 

Shortages  and  controls  of  materials  and  manpower  throughout 
the  year  restricted  the  Company  in  some  respects  on  plant 
maintenance  and  repair  work.  The  total  amount  of  such  work 
done,  however,  was  greater  than  in  preceding  years.  Com¬ 
bining  the  provision  for  depreciation,  $1,246,723,  with  the 
direct  expense  charges  for  maintenance  and  repairs,  $1,408,253, 
operations  for  the  year  were  charged  . with  $2,654,976  which 
compares  with  $2,628,499  for  the  preceding  year. 
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Funded  Debt  and  Long-term  Obligations 

Amortization  and  principal  payments,  $2,958,122,  resulted  in 
a  reduction  in  funded  debt  and  long-term  obligations,  including 
the  portion  due  within  one  year  shown  under  current  liabilities, 
from  $23,803,357  at  the  beginning  of  the  year  to  $20,845,235 
at  the  close  of  the  year.  All  amortization  and  principal  pay¬ 
ments  due  within  the  year  were  paid  and  others  were  antici¬ 
pated.  Such  payments  due  within  twelve  months  from  the 
close  of  the  year,  $415,922,  are  shown  as  current  liabilities. 
This  subject  is  discussed  in  more  detail  in  a  separate  section  of 
this  report. 


Life  Insurance  and  Annuity  Flans 

A  group  life  insurance  plan  was  adopted  during  the  year 
whereby  every  person  who  has  been  in  the  employ  of  the 
Company  for  three  years  received  a  one-thousana-dollar  life 
insurance  contract.  The  premium  on  these  contracts  is  fully 
paid  by  the  Company. 

A  plan  was  also  adopted  by  the  Company  providing  for  retire¬ 
ment  annuities  fully  integrated  with,  and  therefore  supple¬ 
menting,  social  security  benefits.  The  federal  government’s 
social  security  program  provides  retirement  benefits  but  is 
applicable  only  to  the  first  three  thousand  dollars  of  annual 
earnings.  The  group  annuity  plan  of  the  Company  provides 
comparable  benefits  for  the  employee  but  is  applicable  only 
to  earnings  in  excess  of  three  thousand  dollars  per  annum. 

A  group  annuity  contract  providing  this  coverage  is  being 
purchased  from  the  Equitable  Life  Assurance  Society  of  the 
United  States.  The  final  consummation  of  this  transaction, 
however,  is  contingent  on  the  Bureau  of  Internal  Revenue 
ruling  that  the  proposed  plan  is  a  “qualified  plan"  under 
existing  revenue  laws  and  the  premium  payment  thereon  is 
an  allowable  deduction  in  the  computation  of  the  corporation’s 
tax  liability.  The  plan  is  also  subject  to  the  approval  of  the 
stockholders. 

Details  of  this  group  annuity  plan  are  included  in  the  proxy 
statement  in  connection  with  the  regular  annual  meeting  of 
the  stockholders  of  the  Company  to  be  held  at  the  offices  of 
the  Company,  June  19,  1944,  which  is  being  mailed  to  all 
common  stockholders  with  this  report.  A  great  number  of 
corporations  have  adopted  such  plans.  Group  annuity  plans 
are  believed  to  be  of  substantial  value  in  attracting  and  holding 
desirable  personnel.  The  security  afforded  enables  the  employee 
to  devote  greater  interest,  effort,  and  enthusiasm  to  his  work. 
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Retirement  of  many  aging  employees  with  declining  effective¬ 
ness  is  made  possible  without  a  continuing  responsibility  on 
the  part  of  the  Company.  As  aging  employees  retire  under 
the  workings  of  the  plan  opportunities  for  promotion  and 
advancement  of  ambitious,  worthy,  younger  personnel  is 
afforded.  It  is  hoped  that  all  stockholders  will  vote  in  favor 
of  this  plan. 

General 

A  more  comprehensive  treatment  than  it  is  practical  to  give  in 
this  letter  is  accorded  in  the  following  pages  to  certain  sub¬ 
jects  believed  to  be  of  interest  to  stockholders  under  captions: 

1.  Funded  Debt  and  Long-term  Obligations. 

2.  The  Company’s  Capital  Stocks. 

3.  Comments  on  the  Merchandising  Situation. 

4.  The  Impact  of  Present  Tax  Policies. 

Conclusion 

General  economic  conditions  were  most  favorable  for  retailing 
throughout  1943-  Many  operating  and  merchandising  problems 
growing  out  of  the  unusual  conditions  of  the  times  were  faced 
during  the  year,  but  these  were  met  and  solved  as  they  appeared. 
Meeting  many  of  these  problems  severely  tested  the  interest, 
loyalty,  and  ability  of  the  thousands  of  employees  of  the 
Company.  It  is  a  pleasure  to  report  that  they  stood  the  test 
well.  Cooperation  of  the  finest  character  from  the  hundreds  of 
merchandise  resources  to  which  the  Company  looks  for  a  con¬ 
tinuing  supply  of  desirable  merchandise  also  contributed  greatly 
to  the  Company’s  ability  to  make  the  most  of  its  opportunities. 

As  we  proceed  through  another  year  of  war,  conflict  .and 
turmoil  the  operating  problems  together  with  the  artificial 
stimulants  which  typified  retailing  in  1943  continue.  New 
problems  and  new  business  opportunities  arise  as  the  new  year 
unfolds.  It  is  fully  recognized  that  fundamental  conditions 
may  change  rapidly  and  at  any  time.  It  is  with  confidence, 
however,  that  your  management  looks  to  the  Company’s  em¬ 
ployees  and  merchandise  resources  to  continue  their  worthy 
efforts  to  meet  and  solve  problems  and  to  seize  and  develop 
opportunities  of  the  Company. 

Respectfully  submitted, 
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FUNDED  DEBT  AND  LONG-TERM 
OBLIGATIONS 


The  funded  debt  and  long-term  obligations  of  the  Company  totaling 
$20,845,235  at  the  close  of  the  year  were  reduced  almost  three  million 
dollars  during  the  year.  Maturity  dates  on  obligations  now  outstanding, 
other  than  the  $6,000,000  five-year  revolving  credit  with  banks  expiring 
in  1947,  range  from  1951  to  1972.  A  schedule  is  included  in  this  report 
setting  forth  pertinent  data  regarding  such  debt  of  the  parent  and  sub¬ 
sidiary  companies. 

Parent  Company 

There  were  outstanding  at  the  beginning  of  the  year  $4,164,000  4]A% 
Debentures  due  1951,  a  $6,000,000  five-year  revolving  credit  with  banks, 
a  $750,000  six-year  bank  loan,  and  a  real  estate  mortgage  of  $670,000.  The 
Company  called  for  redemption  $173,000  principal  amount  of  the  debentures, 
paid  the  full  remaining  balance,  $750,000,  of  the  six-year  bank  loan,  and 
met  the  annual  amortization  payment,  $20,000,  on  the  real  estate  mortgage 
during  the  year.  The  parent  company  funded  debt  and  long-term  obligations 
were  reduced  thereby  from  $11,584,000  to  $10,641,000,  represented  by 
debentures,  $3,991,000,  five-year  revolving  credit,  $6,000,000,  and  real 
estate  mortgage,  $650,000. 

Payments  due  on  parent  company  funded  debt  and  long-term  obligations 
within  twelve  months  of  the  close  of  the  year  include  a  sinking  fund  obli¬ 
gation  of  $173,000  principal  amount  of  the  debentures  (callable  for  sinking 
fund  purposes  at  101)  and  a  $20,000  real  estate  mortgage  amortization 
payment.  The  Company  has  purchased  and  cancelled  $42,000  principal 
amount  of  debentures  which  amount  may  be  applied  against  this  sinking 
fund  obligation. 

Subsidiaries 

There  were  outstanding  at  the  beginning  of  the  year  $12,219,357  of  sub¬ 
sidiary  company  bonds,  mortgages,  and  long-term  notes.  All  of  the  long¬ 
term  notes  totaling  $572,917  and  one  mortgage  maturing  in  1944  of  $600,000 
were  fully  paid  during  the  year.  A  payment  of  $500,000  was  made  on  a 
mortgage  bond  issue  in  order  to  obtain  a  release  of  certain  real  estate  sold. 
Amortization  payments  made  during  the  year  on  other  mortgages  and 
mortgage  bonds  amounted  to  $342,205.  These  payments  on  the  funded 
debt  and  long-term  obligations  of  subsidiaries  totaling  $2,015,122  reduced 
the  amount  of  such  debt  at  the  close  of  the  year  to  $10,204,235.  Amortiza¬ 
tion  payments  on  this  debt  due  within  twelve  months  from  the  close  of 
the  year  are  somewhat  in  excess  of  one-quarter  million  dollars. 
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THE  COMPANY’S  CAPITAL  STOCKS 


5%  Preferred  Stock 

Purchases  and  Retirement: 

There  were  232,176  shares  of  the  Company’s  5%  Preferred  Stock  outstanding 
at  the  beginning  of  the  year.  The  Company  purchased  during  the  year 
13,145  shares  of  this  stock  at  a  cost  of  $1,170,841.  There  were  219,031 
shares  of  this  stock  outstanding  at  the  close  of  the  year. 

The  Company  held  in  the  treasury  at  the  beginning  of  the  year  7,517  shares 
of  this  stock.  These  shares  and  6,933  of  the  13,145  shares  purchased  were 
cancelled  during  the  year  in  satisfaction  of  all  sinking  fund  obligations  to 
July  1,  1943,  leaving  6,212  shares  in  the  treasury  as  of  the  close  of  the  vear. 
Subsequent  to  the  close  of  the  year  7,800  shares  were  purchased  at  a  cost 
of  $780,667.  It  will  be  necessary  to  purchase  approximately  600  shares 
additionally  to  satisfy  the  annual  sinking  fund  obligation  due  July  1,  1944. 
Ownership  of  Preferred  Stocks 

According  to  the  stock  records  of  the  Company  and  eliminating  the  stock 
in  the  names  of  brokers  and  known  nominees  held  for  an  unknown  number 
of  people,  there  were  5,733  holders  of  record  of  this  stock  on  April  30, 
1944— an  average  of  30  shares  per  holder.  The  following  summary  shows  the 
number  of  such  holders  of  the  Company’s  5%  Preferred  Stock  classified  by 
the  number  of  shares  held: 


Holders  of  Number  of  Holders 


1  to 

10  shares 

3,528 

11  to 

25  shares 

1,109 

26  to 

50  shares 

561 

51  to 

100  shares 

359 

101  to 

500  shares 

159 

501  to  1 

:,000  shares 

9 

Over  1,000  shares 

8 

Dividend  Record  and  Profits 

in  Relation  to  Preferred  Stock ■ 

The  Company’s  5%  Preferred  Stock  came  int 

:o  existence  May  29,  1935, 

replacing  in  part  a  6}4% 

issue  of  the  same  amount.  All  dividends  on  this 

5%  Preferred  Stock  since  date  of  issue  have  been  paid  on  the  regular  dividend 

dates.  Consolidated  net 

profits  of  the  Company  for  each  full  year  since 

date  of  issue  expressed  in 

terms  of  ratio  to  preferred  stock  dividend  require- 

ments  and  of  profit  per  share  of  preferred  stock 

outstanding  have  been: 

Profit  Times 
Preferred  Stock 

Profit  per 

Dividend 

Share  of 

Requirements  Preferred  Stock 

1943 

6.3 

$31.28 

1942 

4.9 

24.47 

1941 

4.5 

22.30 

1940 

3.5 

17-57 

1939 

3.0 

1501 

1938 

1.9 

9.63 

1937 

2.5 

12.50 

1936 

2.9 
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Company  Net  Worth  in  Relation  to  Preferred  Stock : 


The  net  worth  of  the  Company — total  assets  minus  total  liabilities,  reserves 
and  unearned  income — as  reflected  by  balance  sheets  at  the  close  of  each  full 
year  since  the  Company's  5%  Preferred  Stock  was  originally  issued,  shows 
the  Company's  net  worth,  expressed  in  terms  of  dollar  net  assets  per  share 
of  preferred  stock  outstanding,  to  have  been: 

Net  Assets 
per  Share  of 
Preferred  Stock 


1943 

1942 

1941 

1940 

1939 

1938 

1937 

1936 


$244.17 

216.18 

198.38 

184.36 

175.30 

163.71 

158.88 

149.06 


Annual  Sinking  Fund  Obligation: 

The  annual  sinking  fund  obligation  on  the  5%  Preferred  Stock  was  originally 
tied  in  with  the  sinking  fund  obligation  on  the  Company’s  Fifteen  Year 
4'A%  Debenture  Bonds,  due  April  1,  1950,  and  was  of  modest  proportions 
so  long  as  any  such  bonds  were  outstanding.  The  annual  sinking  fund 
obligation  on  the  5%  Preferred  Stock  was  substantially  increased  in  1942 
by  the  redemption  of  all  of  these  debenture  bonds.  The  present  and  future 
annual  sinking  fund  obligation  of  the  5%  Preferred  Stock  is  to  purchase 
and  cancel  such  stock  at  cost  prices  amounting  in  total  to  not  less  than 
25%  of  consolidated  net  profit  of  the  preceding  year  after  deducting  pre¬ 
ferred  stock  dividends. 


The  following  tabulation  shows  the  sinking  fund  obligation  on  the  Com¬ 
pany’s  5%  Preferred  Stock  for  each  full  year  since  said  stock  was  originally 
issued  and  the  number  of  shares  canceled  and  to  be  canceled  by  the  use  of 
this  fund: 

Amount  of 

Fund  Number  of  Shires 


1943 

$1,430,396 

14,600* 

1942 

1, 126,319 

14,450 

1941 

362,852 

4,786 

1940 

225,611 

3,344 

1939 

177,037 

2,700 

1938 

73,816 

1,252 

1937 

130,841 

1,644 

1936 

184,357 

2,570 

•Estimated. 


Common  Stock 

There  were  no  changes  during  the  year  in  the  total  number  of  shares  of 
common  stock  outstanding.  According  to  the  stock  records  of  the  Company 
and  eliminating  the  stock  in  the  names  of  brokers  and  known  nominees 
held  for  an  unknown  number  of  people,  the  following  summary  shows  the 
number  of  the  holders  of  the  Company's  common  stock  classified  by  the 
number  of  shares  held: 
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1  to 

25  shares 

5,549 

26  to 

50  shares 

2,132 

51  to 

100  shares 

2,551 

101  to 

500  shares 

1,133 

501  to 

1,000  shares 

105 

1,001  to  5,000  shares 

36 

Over 

5,000  shares 

22 

Net  Asset  Value : 

The  net  asset  value  at  the  close  of  the  year  applicable  to  the  common  stock 
of  the  Company — total  tangible  assets  minus  all  liabilities,  reserves,  and 
the  par  value  of  preferred  stock  outstanding — as  set  forth  in  the  consoli¬ 
dated  balance  sheet  was  $31,576,950,  or  the  equivalent  of  $17-50  per  share 
of  such  stock  outstanding.  Comparisons  as  of  the  close  of  each  of  the  past 
five  years  follows: 

Net  Asset 

Total  Value  per 

Net  Asset  Share 

Value  Outstanding 

1943  $31,576,950  $17-50 

1942  26,974,819  14-95 

1941  23,353,597  12.85 

1940  19,192,410  10-56 

1939  17,236,303  9-49 


Dividends: 

The  Company  continued  its  regular  quarterly  fifteen-cent  dividend  for  the 
first  three  quarters  of  the  year.  This  rate  was  increased  to  twenty-five  cents 
for  the  last  quarter,  making  a  total  payment  of  seventy  cents  per  share  for 
the  year.  Two  regular  quarterly  dividends  of  twenty-five  cents  each  have 
been  declared  since  the  close  of  the  year.  One  of  these  was  paid  April  20, 
1944,  and  the  other  is  payable  July  20,  1944.  In  considering  this  subject  of 
dividends  on  the  common  stock  the  Board  of  Directors  took  cognizance  of 
earnings  and  of  the  relatively  satisfactory  cash  position  of  the  Company  at 
the  close  of  the  year.  Consideration  was  also  given,  however,  to  the  very 
unusual  conditions  prevailing,  the  relatively  heavy  debt  position  of  the 
Company,  the  substantial  cash  requirements  to  meet  amortization  and 
sinking  fund  obligations  on  this  funded  debt  and  the  Company's  preferred 
stock,  the  accumulating  need  for  plant  modernization  and  expansion  which 
should  be  met  in  the  postwar  period,  and  the  probability  that  the  required 
investment  in  inventories  and  customers’  accounts  receivable  will  increase 
when  government  wartime  controls  are  lifted.  Considering  all  of  the  above 
and  the  desirability  of  managing  the  finances  of  the  Company  to  assure  so  far 
as  possible  the  continuance  of  established  regular  quarterly  dividends,  it  is 
the  opinion  of  the  Board  of  Directors  that  neither  the  best  interests  of  the 
Company  nor  of  the  holders  of  its  common  stock  would  be  served  well  by 
further  increasing  the  dividend  rate  at  this  time. 
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COMMENTS  ON  THE 
MERCHANDISING  SITUATION 


The  sales  trend  for  the  current  year  continues  favorable,  the  sales  of  the 
Company  for  the  first  quarter  being  10.3%  greater  than  for  the  comparable 
period  of  1943-  The  high  industrial  activity,  wage  scales,  and  farm  prices 
prevailing  assure  substantial  consumer  purchasing  power  for  as  long  as 
these  conditions  continue.  The  billions  of  dollars  of  savings  now  in  the 
hands  of  the  consumer  also  afford  a  very  substantial  cushion  against  the 
original  impact  of  reductions  in  industrial  activity  and  wage  and  farm  prices 
that  might  be  precipitated  by  the  cessation  of  hostilities. 

The  great  accumulated  demand  for  items  of  merchandise  which  have  not 
been  available  during  the  war  will  afford  the  retailer  a  sizable  market  in 
that  period  when  such  merchandise  again  becomes  available.  There  arc 
few  reasons  to  expect  any  important  downward  trends  in  general  price  levels 
in  the  near  future.  There  are  many  reasons  to  expect  a  continuation  of  the 
pressures  resulting  in  further  increases  in  this  important  retail-sales-volume- 
influencing-factor  of  price  levels.  Neither  an  absence  of  demand  or  pur¬ 
chasing  power,  nor  a  deterioration  of  the  price  structure,  seems  to  offer  any 
substantial  hazard  to  the  continuation  of  retail  sales  volume  at  relatively 
high  levels  for  the  next  several  months  at  least. 

Merchandise  Supply: 

The  subject  of  an  adequate  merchandise  supply  to  maintain  levels  of  retail 
sales,  and  therefore  to  meet  the  needs  and  many  of  the  wants  of  the  consumer, 
was  discussed  in  this  Company’s  annual  report  for  1942.  Based  on  conditions 
prevailing  in  1942  and  the  early  months  of  1943  the  situation  was  appraised 
at  that  time.  Great  efforts  and  ingenuity  have  been  required  to  obtain  a 
constant  inward  flow  of  desirable  merchandise  to  meet  the  ever-increasing 
demands  of  consumers  with  increased  purchasing  power.  The  fact  that  the 
Company’s  inventory  at  the  close  of  1943  was  four  and  one-half  million 
dollars  greater  than  at  the  beginning  of  that  year  and  that  97%  of  that  clos¬ 
ing  inventory  was  purchased  within  the  year  is  not  only  evidence  of  the 
character  of  job  done  by  the  Company  in  securing  its  equitable  share  of 
available  merchandise  but  also  that  this  entire  problem  of  merchandise 
supply  has  been  much  more  of  a  daily  operating  problem  than  a  genuine 
business  hazard. 

No  greater  tribute  can  be  paid  the  American  businessman  or  the  free  enter¬ 
prise  system  than  to  recite  the  production  story  of  the  past  year.  In  this 
period  when  almost  twenty  per  cent  of  the  manpower  of  the  country  has 
been  withdrawn  for  military  service  and  when  the  military  demands  on 
the  production  facilities  of  the  country  have  been  at  the  annual  rate  of 
almost  one  hundred  billion  dollars,  the  expected  drastic  decline  in  the  total 
amount  of  consumers  goods  for  civilian  use  did  not  materialize.  As  a  result, 
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a  relatively  high  standard  of  living  for  the  consumer,  and  therefore  a  high 
rate  of  sales  for  the  retailer,  has  been  maintained.  This  miracle  of  business 
has  gone  far  toward  upholding  civilian  morale  and  preserving  a  healthy 
internal  economy. 

It  is  obvious  at  this  time  that  most  of  the  needs  and  many  of  the  wants 
of  the  civilian  can  continue  to  be  met  for  the  next  several  months.  Un¬ 
doubtedly  there  will  be  a  further  tightening  of  supply  in  many  lines  as  the 
year  progresses.  It  is  impossible  to  foresee  just  how  the  relatively  satis¬ 
factory  supply  of  consumer  merchandise  of  the  past  year  can  be  maintained 
as  the  current  year  draws  to  a  close  if  the  manpower  shortage  continues 
to  become  more  aggravated.  It  can  be  said  with  equal  force,  however,  that 
the  outlook  for  the  following  year  end  was  equally  obscure  in  the  spring 
seasons  of  1942  and  1943. 

Cutbacks,  reconversion,  and  the  distribution  of  government-owned  surpluses 
may  well  afford  the  solution  of  many  merchandise  supply  problems.  In¬ 
genuity,  adaptability,  and  production  genius  undoubtedly  will  continue  to 
answer  many  problems  as  they  arise.  For  these  reasons,  and  depending  on 
the  continued  close  cooperation  with  its  sources  of  supply,  and  the  untiring 
efforts  of  a  tried  and  proven  organization,  this  Company  faces  with  con¬ 
fidence  the  job  of  continuing  to  secure  a  sufficient  quantity  of  desirable 
merchandise  to  satisfy  the  needs  and  many  of  the  wants  of  its  customers. 

Buying  Policies: 

Perhaps  in  no  field  of  endeavor  has  the  value  of  flexibility  of  procedures 
and  of  cooperative  efforts  been  demonstrated  better  than  in  that  of  retailer- 
resource  relationships.  In  normal  times  the  resource,  being  the  seller, 
adjusts  his  business  to  meet  the  demands  of  his  customer,  the  retailer.  As 
the  demand  on  the  part  of  the  retailer  approached  or  surpassed  the  supply 
level,  many  changes  in  retailer-resource  relationships  took  place.  Ic  was 
partly  as  a  result  of  certain  of  these  changes  that  the  supply  of  civilian 
goods  exceeded  all  expectations.  As  an  example,  many  resources  insisted 
upon  and  obtained  an  earlier  placing  of  orders  by  the  retailer  and  greater 
latitude  in  shipping  or  delivery  dates.  These  changes  made  possible  the 
adoption  or  improvement  of  many  mass  production  techniques.  Production 
facilities  and  labor  could  be  used  at  full  capacity.  Production  runs  could  be 
of  sufficient  size  to  provide  for  more  efficient  operation. 

Only  a  few  resources  have  attempted  to  take  advantage  of  the  situation  and 
force  the  retailer  to  assume  an  unjustifiable  proportion  of  the  burden  and 
risks  involved  in  the  manufacture  and  stocking  of  consumer  merchandise. 
The  retailer  has  also  been  limited  in  the  extent  of  his  cooperation  by  the 
necessity  of  holding  his  overall  stock  and  commitment  position  to  a  reason¬ 
ably  sound  relationship  to  his  known  needs  and  to  his  financial  structure. 
Government  limitations  on  the  retailer’s  inventory  in  relation  to  sales 
trends  placed  additional  limits  on  the  retailer's  ability  to  meet  many  of  the 
desires  and  demands  of  his  resources.  Willingness  on  the  part  of  a  retailer 
to  adopt  new  buying  policies  where  changes  are  justified  and  soundness 
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of  judgment  in  weighing  and  properly  evaluating  all  of  the  factors  involved 
in  the  formulation  of  such  new  policies  have  been,  and  continue  to  be,  of 
great  value  in  meeting  the  problems  of  the  times. 

Your  Company  has  endeavored  to  meet  all  reasonable  demands  of  its  mer¬ 
chandise  resources  which  would  enable  them  to  produce  more  effectively. 
Demands  which  were  believed  to  be  unjustified  when  measured  in  terms 
of  common  benefit  for  the  retailer,  resource,  and  the  consumer  have  been 
resisted.  As  contrasted  with  prewar  practices  additional  merchandise  risks 
have  been,  and  are  continuing  to  be,  assumed  by  the  Company.  These  risks 
are  being  watched  carefully  and  mistakes  liquidated  quickly.  These  unusual 
conditions  undoubtedly  will  prevail  throughout  the  remainder  of  the  current 
year  at  least. 

Inventory  Position: 

As  has  been  mentioned,  the  Company’s  inventory  at  the  close  of  the  year 
was  four  and  one-half  million  dollars  greater  than  at  the  beginning  of  the 
year.  The  percentage  increase  in  inventory  during  the  year  closely  approxi¬ 
mates  the  percentage  of  sales  increase.  The  amount  of  inventory  which 
may  be  carried  by  a  large  retailer  is  limited  by  a  WPB  order.  The  limitation 
is  based  on  the  retailer's  own  historic  stock  sales  ratios.  The  penalty  for 
exceeding  this  limit  is  a  rather  severe  control  by  WPB  of  subsequent  pur¬ 
chasing  of  the  violating  retailer.  This  inventory  limitation  order  has  been 
in  effect  since  the  beginning  of  1943-  At  no  time  has  the  Company’s  inven¬ 
tory  closely  approached  the  point  of  violation. 

Inventory  Risks: 

The  risk  involved  in  carrying  a  stock  of  consumer  merchandise  is  a  factor 
which  is  of  great  interest  to  retailers  and  those  who  have,  or  are  considering 
acquiring,  an  investment  in  retail  securities.  The  risk  is  real  and  should 
not  be  minimized.  On  the  other  hand,  it  should  be  evaluated  realistically. 
The  risk  is  essentially  of  two  distinct  types,  i.e.,  price  levels  and  quality 
standards.  Each  should  be  considered  separately. 

Based  on  indices  issued  by  the  Bureau  of  Labor  Statistics  it  appears  that 
general  price  levels  of  the  types  of  merchandise  carried  by  this  Company 
are  about  one-third  higher  than  in  1939.  This  compares  with  an  increase 
of  approximately  one  and  one-third  times  in  the  comparable  period  of 
1914  to  1919.  In  attempting  to  evaluate  the  probable  profit  hazard  of  price 
levels  receding  to  prewar  levels  one  must  bear  in  mind  that  such  recession 
would  probably  take  place  over  a  considerable  period  of  time,  that  there 
is  a  definite  lag  between  price  movements  at  the  manufacturing,  wholesale, 
and  retail  levels,  and  that  stores  such  as  those  operated  by  this  Company 
average  one  complete  turnover  of  their  stock  every  three  months.  As  a 
consequence  the  full  impact  of  downward  price  adjustments  will  not  fall 
wholly  on  the  retailer.  The  reverse  was  true  during  the  period  of  rising 
prices,  during  which  period  the  retailer  benefited  but  little,  if  any,  from 
price  appreciation  of  inventory.  Considering  the  relatively  limited  extenc 
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of  the  price  increase  to  date  and  the  effects  of  the  time  lag  between  manu¬ 
facturing  and  retail  prices  in  a  period  of  changing  price  levels,  it  is  obvious 
that  the  profit  hazard  of  a  price  recession  to  prewar  price  levels,  while 
definite,  is  more  limited  than  some  might  think. 

As  an  additional  cushion  against  inventory  losses  in  the  future  due  to 
possible  price  declines,  the  Company  has  been  valuing  its  inventory  on  the 
last-in  first-out  basis.  Under  this  procedure  a  part  of  the  Company’s  in¬ 
ventory  is  valued  at  lower  price  levels  prevailing  at  earlier  dates.  As  price 
levels  recede  to  these  former  levels  the  required  price  adjustments  on  such 
merchandise  will  be  absorbed  without  a  corresponding  penalty  on  profits 
for  that  period.  This  last-in  first-out  ' ’cushion"  at  the  close  of  the  year 
was  $1,774,137. 

Perhaps  of  greater  importance  as  a  profit  hazard  than  possible  price  decline 
is  the  factor  of  merchandise  standards.  Substitutions  of  materials,  simplifi¬ 
cation  of  design,  and  adoption  of  shortcuts  in  manufacturing  processes  have 
resulted  in  the  production  of  much  merchandise  which  will  meet  sales 
resistance  on  the  part  of  the  consumer  when  similar  merchandise  of  prewar 
standards  and  specifications  is  again  available.  In  order  to  move  much  of 
the  wartime  produced  merchandise  when  it  is  in  competition  with  more 
standard  merchandise,  substantial  price  reductions  will  be  required.  On  the 
other  hand,  consideration  must  be  given  again  to  the  time  lag  between 
production  scheduling  and  retail  selling  and  to  the  relatively  fast  turnover 
of  a  retail  stock  of  merchandise.  Again,  the  hazard  is  definite  but  more 
limited  than  some  might  think. 

Investors  in  retail  securities  arc  interested  primarily  in  profits  after  taxes. 
In  attempting  to  appraise  the  profit  hazards  of  possible  inventory  adjust¬ 
ments  from  the  viewpoint  of  stockholders,  consideration  must  be  given  to 
this  very  important  factor  of  effects  of  federal  income  and  excess  profits  taxes. 
Much  of  the  loss  taken  will  be  absorbed  out  of  tax  payments.  As  shown  by 
the  chart  on  page  20  of  this  report,  of  the  top  twelve  and  one-half  million 
of  this  Company’s  earnings  before  taxes  for  the  past  year,  approximately 
ten  million  went  to  the  government  as  taxes  and  only  two  and  one-half 
million  was  retained  as  profits  after  taxes.  Present  tax  laws  also  provide 
for  a  two-year  carryback  against  both  excess  profits  and  normal  tax  pay¬ 
ments,  thereby  assuring  that  merchandise  losses  taken,  if  any,  within  the 
two-year  period  will  be  taken  to  a  substantial  degree  against  tax  payment 
in  the  high  excess  profits  tax  brackets.  It  appears,  therefore,  that  the 
hazard  of  possible  inventory  adjustments  to  the  final  net  earnings  per  share 
is  quite  limited. 
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THE  IMPACT  OF  PRESENT  TAX  POLICIES 

It  is  the  purpose  of  this  section  to  emphasize  the  extent  to  which  stock¬ 
holders  of  the  Company  are  contributing  to  the  cost  of  government.  Com¬ 
pany's  taxes  for  the  year,  including  federal,  state,  and  local  taxes  but  exclud¬ 
ing  retail  sales  taxes  collected  from  the  customer  for  the  government’s 
account,  were  sixteen  million  dollars  or  approximately  the  equivalent  of: 

1.  Eight  cents  out  of  every  dollar  received  from  the  sale  of  merchandise. 

2.  Seventy  per  cent  of  the  profit  before  taxes. 

3.  One  thousand  twenty-nine  dollars  for  each  regular  employee. 

4.  Fifty-four  per  cent  of  the  total  amount  paid  out  for  all  salaries  and 
wages. 

5-  Two  and  one-half  times  all  advertising  and  sales  promotion  costs. 

6.  Eighteen  times  the  interest  cost  on  the  twenty  million  dollar  funded 
debt. 

7.  Thirty  per  cent  of  the  balance  sheet  net  worth  of  the  Company. 

8.  Fourteen  and  one-half  times  the  dividend  requirement  on  the  twenty- 
two  million  dollars  of  preferred  stock. 

9.  Two  and  eight-tenths  times  all  earnings  of  the  Company  applicable 
to  its  common  stock. 

10.  Eight  dollars  and  eighty  cents  for  each  share  of  common  stock. 

Of  the  sixteen  million  dollar  tax  total  approximately  twelve  million  seven 
hundred  thousand  dollars  represents  federal  taxes  on  profits,  one  million 
seven  hundred  thousand  dollars  state  and  local  taxes  on  real  and  personal 
property,  eight  hundred  thousand  dollars  social  security  taxes  based  on 
payrolls  for  unemployment  and  retirement  benefits,  four  hundred  thousand 
dollars  state  income  and  franchise  taxes,  three  hundred  thousand  dollars 
federal  capital  stock  taxes  and  one  hundred  thousand  dollars  for  miscel¬ 
laneous  licenses,  etc.  The  enormous  federal  debt  assures  a  very  high  federal 
budget  for  many  decades.  State,  municipal  and  local  cash  requirements  will 
be  large  in  the  post  war  period  when  it  will  be  necessary  to  catch  up  on 
maintenance  and  improvements  that  have  not  been  taken  care  of  during  the 
war  due  to  the  shortage  of  materials  and  man  power. 

On  page  20  of  this  report  will  be  found  charts  setting  forth  in  graphic 
form  the  distribution  of  the  Company’s  operating  revenue  (sales  less  cost  of 
goods  sold)  and  the  division  of  the  Company’s  profits  before  providing  for 
federal  taxes  on  income  as  to  the  amount  required  for  such  taxes  and  the 
amount  retained  after  making  this  provision. 

The  foregoing  only  applies  to  taxes  paid  by  the  Company.  Before  a  stock¬ 
holder  can  benefit  directly,  corporate  earnings  must  be  paid  out  as  dividends. 
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With  seventy  per  cent  of  profits  going  for  corporate  taxes  and  all  dividends 
paid  being  taxed  at  rates  ranging  from  twenty  to  ninety  per  cent,  it  becomes 
obvious  that  the  stockholders’  direct  and  indirect  contribution  to  the  cost 
of  government  is  very  great.  The  result  is  practically  confiscation  for  those 
stockholders  in  the  higher  personal  tax  brackets. 

It  is  recognized  that  high  taxes  are  necessary  at  this  time  to  finance  the  war 
effort.  It  is  also  recognized  that  to  a  substantial  degree  the  war  effort  was 
responsible  for  the  unprecedentedly  large  consumer  purchasing  power  which 
made  possible  the  relatively  high  business  volume  and  profits  of  the  Com¬ 
pany.  Undoubtedly  all  stockholders  willingly  assume  their  equitable  pro¬ 
portion  of  necessary  war  costs  during  this  emergency.  This  combination  of 
high  corporate  taxes,  coupled  with  steeply-graduated  personal  income  taxes, 
however,  is  not  completely  a  war  measure.  Tax  reform  is  imperative  for 
the  postwar  period.  If  employment  is  to  be  furnished  by  private  industry, 
investment  capital  will  be  necessary.  From  where  is  such  capital  to  come 
and  why? 

High  corporate  tax  rates  discourage  investments  in  corporate  equity  securi¬ 
ties.  A  steeply-graduated  personal  income  tax  on  dividends  does  likewise 
and  forces  investors  in  the  higher  tax  brackets  who  can  afford  to  assume  the 
risks  inherent  in  corporate  equity  securities,  and  particularly  those  of  new 
industries,  into  the  investment  fields  of  tax  exempted  securities,  low  yield 
bonds,  etc.  The  effect  is  to  retard  development,  restrict  the  total  economy 
and  consequently  reduce  the  base  on  which  all  forms  of  taxes  must  be  levied. 
Killing  the  proverbial  goose  that  lays  the  golden  tax-egg  creates  rather 
than  answers  national  fiscal  problems.  Pyramiding  of  a  steeply-graduated 
personal  income  tax  on  top  of  an  excessive  corporate  tax,  if  continued,  will 
eventually  prove  to  have  been  economic  suicide. 

It  is  imperative  that  tax  policies  be  drastically  revised  and  rationalized, 
such  changes  to  become  effective  upon  cessation  of  hostilities.  Double 
taxation  on  investment  earnings  should  be  eliminated  if  American  business 
is  to  assume  its  proper  place  in  the  postwar  period.  There  are  many  ways 
of  achieving  the  desired  result.  The  important  thing  is  that  one  of  these 
ways  be  agreed  upon  and  used.  Great  care  and  intelligence  will  be  required 
in  the  postwar  period  to  develop  and  carry  out  a  taxing  program  that  will 
provide  sufficient  revenue  but  will  not  stifle  the  general  economy  which 
must  provide  such  revenue.  A  coordinated,  integrated  and  simplified  program 
of  levying  and  collecting  taxes  of  all  kinds  must  be  developed.  Investors  in 
common  stocks  should  take  a  personal  interest  in  this  subject  of  tax  reform 
and  assume  a  responsibility  in  endeavors  to  see  that  corrective  action  is  taken. 
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ERNST  &  ERNST 

NEW  YORK 


May  22,  1944. 


Board  of  Directors, 

Allied  Stores  Corporation, 

New  York,  New  York. 

We  have  examined  the  consolidated  balance  sheet  of  Allied  Stores  Cor¬ 
poration  and  subsidiaries  as  of  January  31,  1944,  and  the  consolidated 
statements  of  profit  and  loss  and  surplus  for  the  fiscal  year  then  ended,  have 
reviewed  the  systems  of  internal  control  and  the  accounting  procedures  of 
the  companies  and,  without  making  a  detailed  audit  of  the  transactions, 
have  examined  or  tested  accounting  records  of  the  companies  and  other 
supporting  evidence,  by  methods  and  to  the  extent  we  deemed  appropriate. 
Our  examination  was  made  in  accordance  with  generally  accepted  auditing 
standards  applicable  in  the  circumstances  and  included  all  procedures  which 
we  considered  necessary. 

In  our  opinion,  the  accompanying  consolidated  balance  sheet  and  related 
consolidated  statements  of  profit  and  loss  and  surplus  present  fairly  the 
position  of  Allied  Stores  Corporation  and  its  subsidiaries  at  January  31, 
1944,  and  the  consolidated  results  of  their  operations  for  the  year,  in  con¬ 
formity  with  generally  accepted  accounting  principles  applied  on  a  basis 
consistent  with  that  of  the  preceding  year. 
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ALLIED  STORES  CORPORATION  AND  SUBSIDIARIES 


Consolidated  Balance  Sheet — January  31,  1944 


ASSETS 


Current  Assets : 

Cash . 

United  States  Government  securities— at  cost: 

Treasury  Certificates  of  Indebtedness,  Treasury  Savings 

Notes— Tax  Scries  and  Savings  Bonds .  $  4,082,000.00 

War  Savings  Bonds  and  Stamps— for  resale .  436,451.10 

Accounts  and  notes  receivable — customers: 

Current  accounts .  510,991,850.56  , 

Deferred  payment  accounts  and  notes .  3,673,272.76  514,665,123.32 


Accounts  receivable — suppliers  and  sundry  debtors .  628,753.68 

Merchandise  inventories,  including  $3,319,057.01  for  merchandise 

in  transit,  at  mills,  etc.  (Note  A) .  28,055,174.30 


Total  current  assets .  $57,914,883.44 

Other  Assets: 

Insurance  and  other  deposits .  5  231,471.47 

Investments  and  real  estate .  214,198.35 

Sundry  notes  and  accounts  receivable .  557,293.44 

Estimated  post-war  refund  of  excess  profits  taxes .  453,080.30 


Total  other  assets . 

Land,  Buildings,  Equipment,  Etc.  (Notes  B  and  C): 

Land .  $16,060,674.46 

Buildings  and  equipment .  $12,001,121.23 

Less  reserve  for  depreciation .  4,183,615.81  7, S17, 505.42 


1,456,043.56 


Store  fixtures  and  equipment. 
Less  reserve  for  depreciation. 


$  8,165,153.81 

3,608,396.10  4,556,757.71 


Improvements  to  leased  property .  $  1,899,842.14 

Less  reserve  for  depreciation .  633,563.07  1,266,279  07 


Total  land,  buildings,  equipment,  etc .  29,701,216.66 

Deferred  Charges: 

Uncxpircd  insurance  premiums .  $  358,055.90 

Prepaid  rent  and  taxes .  382,362.49 

Inventory  of  supplies .  1,027,591-34 

Prepaid  service  contracts,  improvements  in  process,  travel  advances, 

etc .  161,502.80 

Unamortized  portion  of  bond  discount  and  expenses .  122,301.03 


Total  deferred  charges .  2,051,813-56 

Goodwill  and  Other  Intangible  Assets .  1.00 


$91,123,958.22 
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ALLIED  STORES  CORPORATION  AND  SUBSIDIARIES 


Consolidated  Balance  Sheet — January  31,  1944 
LIABILITIES 


Current  Liabilities: 

Accounts  payable  for  merchandise,  etc . 

Accrued  accounts . 

Taxes  (other  than  federal  taxes  on  income) . 

Federal  taxes  on  income-estimated  (Note  A) .  31 3,019,812.04 

Less  U.  S.  Treasury  Savings  Notes— Tax  Series— plus  interest .  11,795, 7S6.30 


Installments  on  mortgages  and  sinking  fund  payments  due  within 


Total  current  liabilities. 


Funded  Debt  and  Long  Term  Obligations: 

Per  schedule,  with  notes,  attached: 

Allied  Stores  Corporation .  $10,641 ,000.00 

Less  included  in  current  liabilities .  151,000.00  310,490,000.00 

Subsidiaries .  310,204,235-06 

Less  included  in  current  liabilities .  263,611.67  9,940,623-39 


Total  funded  debt  and  long  term  obligations .  20,430,623.39 

Reserves: 

For  contingencies .  5  500,000.00 

Miscellaneous .  866,193.80 


S  7,960,655.02 
4,266,050.27 
1.9S0, 433.54 

1,224,025.74 


415,921.67 


$15,847,086.24 


Total  re 


Capital  Stock  and  Surplus: 

Capital  Stock: 

Preferred  Stock — cumulative— par  value  $100 
per  share: 

Authorized — 600,000  shares 
Issued— 5%  Preferred  Stock— redeem¬ 
able  at  and  entitled  upon  liquida¬ 
tion  to  $100  per  share  (Note  D). . .  $22,524,300.00 

Less  in  treasury  for  retirement .  621,200.00 

Common  Stock — without  par  value: 

Authorized— 2,500,000  shares 
Issued— 1,817,153  shares— capital  fixed 
by  Board  of  Directors  at  $1.00  per 

share . 

Surplus  (Nocc  E): 

Capital .  $10,743,542.93 

Earned  (from  June  1,  1935  to  January  31, 

1944)  (Notes  A  and  F) .  19,157,370.36 


Deduct  12,271  shares  of  Common  Stock  in  tr 
Total  capita!  stock  and  surplus. 
Contingent  liabilities,  etc.  (Note  G) 


N ala  la  financial  itatiminti  fallow  hereafter. 
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ALLIED  STORES  CORPORATION  AND  SUBSIDIARIES 


Consolidated  Statement  of  Profit  and  Loss  for  the  Fiscal  Year  Ended 
January  31,  1944 


Net  sales  (including  leased  departments) .  $203,718,738.83 

Cost  of  goods  sold  (Note  A) .  131,098,807-97 

Gross  margin .  $  72,619,930.86 

Operating  expenses: 


Administrative,  buying,  rent  and  other  occupancy  costs,  publicity, 
selling  and  general  expenses,  including  provision  for  doubtful 
accounts  (less  income  of  $376,381.99  from  carrying  charges  on 

deferred  payment  accounts) .  $48,613,703.80 

Provision  for  depreciation .  1,246,722.96 

Maintenance  and  repairs .  1,408,253-24  51,268,680.00 


Operating  profit .  $  21,351,250.86 

Other  income .  455,806.94 


Other  deductions: 

Loss  on  sale  of  land  and  buildings. 
Miscellaneous . 


$  21,807,057.80 

$  1,313,501.26 

47,787.13  1,361,288.39 


Interest: 

Subsidiaries: 

On  mortgage  bonds,  long  term  notes  and 
mortgages  (including  $6,305-61  for 
amortization  of  bond  expense  and 
$32,500.00  for  premium  on  bonds 


redeemed) .  $514,327.40 

Other .  35,500.60  $  549,828.00 


Allied  Stores  Corporation: 

On  debenture  bonds,  long  term  notes  and 
mortgage  (including  $13,151-75  for 
an,,.  "'■ration  of  bond  discount  and 


expense) .  $339,026.30 

Other .  6,311.92  345,338.22  895,166.22 


Profit  before  federal  taxes  on  income .  $  19,550,603.19 

Provision  for  estimated  federal  taxes  on  income  (Note  A). 

Normal  income  tax,  surtax,  and  declared  value  excess  profits  tax. .  $  2,976,000.00 

Excess  profits  tax  (after  deducting  $760,500  for  debt  retirement 

and  $320,000  estimated  post-war  refund) .  9,724,000.00  12,700,000.00 


Consolidated  net  profit  (Note  A). 


$ 


6,850,603.19 


NoUS  to  financial  J 
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ALLIED  STORES  CORPORATION  AND  SUBSIDIARIES 


Consolidated  Statement  of  Earned  and  Capital  Surplus  for  the  Fiscal  Year 
Ended'  January  31,  1944 

Earned  Capital 

Balance— January  31,  1943 .  $14,699,202.07  $10,599,884.12 

Add: 

Consolidated  net  proht .  6,850,603.19 

Discount  on  repurchase  of  5%  Preferred  Stock .  143,658.81 

$21,549,805.26  $10,743,542.93 

Deduct: 

Dividends  paid  in  cash  on: 

5%  Preferred  Stock— at  rate  of  $5.00  per  share  per  annum _  1,129,017.50 

Common  Stock — regular  dividends  of  $.15  per  share  paid 
April  20,  July  20,  and  October  20,  1943  and  $.25  per  share 
paid  January  20,  1944 .  1 ,263,417-40 

$  2,392,434.90 

Balance— January  31,  1944  (Notes  A,  E  and  F) .  $19,157,370.36  $10,743,542.93 


Notes  to  financial  statements  follow  hereafter. 
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NOTES  TO  FINANCIAL  STATEMENTS 


Note  A: 


Consistent  with  the  practice  adopted  for  the  fiscal  year  ended  January  31,  1942,  the 
amounts  for  inventories  of  merchandise  on  hand  at  January  31,  1944  (cxccpc  for  a 
comparatively  small  total  of  merchandise  taken  generally  at  invoice  cost),  were  deter¬ 
mined  by  the  retail  inventory  method,  using,  as  to  certain  inventories,  the  “last-in, 
first-out”  principle  based  on  published  indexes  of  price  changes  since  January  31,  1941. 
The  effect  of  the  use  of  this  principle  was  to  reduce  the  amount  for  the  inventories 
involved  by  $1, 774, 137.  Merchandise  in  transit,  at  mills,  etc.,  was  priced  at  invoice 
cost.  The  inventory  amounts  generally  are  also  net  of  discounts. 


The  provision  for  federal  taxes  on  income  has  been  made  on  the  basis  of  applying  the 
“last-in,  first-out"  principle  in  determining  the  amounts  of  certain  merchandise  inven¬ 
tories.  Should  the  use  of  such  principle  be  denied  for  tax  purposes  for  the  three  years 
to  which  it  has  been  applied,  then  the  taxable  income,  the  liability  for  federal  taxes 
on  income  and  the  net  profit  for  such  years  will  be  increased  by  approximately  the 
amounts  stated: 


Fiscal  Year  Taxable  Federal  Ta  net  Net  Profit 

Ended  January  3J  Income  On  Income  After  Taxes 


1942  .  $1, 276, 339  $  775,000  $501,339 

1943  .  303,266  227,000  76,266 

1944  .  194,532  130,000  64,532 


Total .  $1,774,137  $1,132,000  $642,137 

Non  B:  The  carrying  amounts  for  land,  buildings,  store  fixtures,  equipment,  etc.,  arc  as  follows: 

1.  Properties  held  by  certain  subsidiaries  at  dates  of  acquisition  of  the  subsidiaries, 
at  amounts  shown  by  their  books  which,  so  far  as  is  known,  represented  cosc  to 
the  subsidiaries,  except  for  a  reduction  in  1940  of  $981,957.52  in  the  carrying 
amount  of  real  estate  of  one  subsidiary  to  amount  based  on  independent  appraisals; 


2.  At  cost  to  the  consolidated  group  measured  by  the  cash  cost  ($3,522,174)  to  the 
Corporation  of  securities  of  a  certain  real  estate  subsidiary;  ot 

3.  At  amounts  shown  by  the  books  of  certain  subsidiaries  at  the  dates  of  acquisition 
of  their  capital  stocks  by  the  Corporation,  less  part  of  the  amount  by  which  the 
cost  of  such  capital  stocks  was  less  than  the  equity  in  the  subsidiaries'  net  assets, 
as  shown  by  their  books  at  the  time  they  were  acquired  by  the  Corporation,  (the 
balance  of  such  amount  of  excess  equity  is  included  in  capital  surplus);  and 

4.  Subsequent  additions  to  the  properties  at  cost. 

Note  C:  Land,  buildings  and  equipment,  and  store  fixtures  carried  in  the  consolidated  balance 
sheet  at  $22,526,359,  less  related  reserves  for  depreciation  of  $2,668,488,  are  subject 
to  mortgages  and  mortgage  bond  obligations  totaling  $10,520,622. 

Note  D:  On  or  before  July  1st,  each  year,  the  Corporation  under  its  charter  is  obligated  to 
apply  as  a  sinking  fund  to  the  purchase  or  redemption  of  its  5%  Preferred  Stock  a  sum 
equal  to  25%  of  consolidated  net  earnings  for  the  previous  fiscal  year  after  deducting 
dividends  on  its  5%  Preferred  Stock.  The  sinking  fund  payment  due  on  July  1,  1944, 
amounts  to  $1,430,396  against  which  the  Corporation  may  apply  (l)  6,212  shares 
held  in  treasury,  acquired  at  a  cost  of  $592,933  and  (2)  7,800  shares  of  Preferred  Stock 
purchased  after  January  31,  1944,  at  a  cost  of  $780,667. 

Note  E:  Upon  the  basis  of  treating  $621,200  par  value  5%  Preferred  Stock  in  the  treasury  as 
though  retired. 

Note  F:  The  agreements  relating  to  the  revolving  credit  (Note  B  of  “Notes  to  Funded  Debt") 
and  the  Indenture  to  the  4Ja% Debentures  due  1951,  contain  certain  identical  restric¬ 
tions  on  the  payment  of  dividends.  At  January  31,  1944,  no  part  of  the  consolidated 
earned  surplus  was  affected  by  the  restrictions. 
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Ncli  G:  Contingent  liabilities,  etc.: 

Subsidiary  companies: 

1.  The  terms  of  a  ground  lease  as  modified  by  an  agreement  dated  October  1, 1940 
require  that  on  or  before  October  1,  1945  (or  at  a  later  date  under  certain 
circumstances),  the  lessee  shall,  at  its  option,  cither  (a)  erect  a  new  building 
or  (b)  rehabilitate  the  buildings  situated  on  such  leased  premises  on  October 
1,  1940,  at  a  cost,  in  cither  case,  of  not  less  than  $400,000;  said  obligation  is 
guaranteed  by  Allied  Stores  Corporation. 

2.  Under  the  terms  of  another  ground  lease  as  modified  by  an  agreement  dated 
April  14, 1936,  in  the  event  of  default  in  any  of  the  provisions  of  the  modifying 
agreement  prior  to  November  1,  1947  (the  modified  terminal  date  of  the  lease), 
the  provisions  of  the  original  lease  shall  immediately  become  effective,  and 
the  company  shall  be  liable: 

(a)  For  the  full  annual  cash  rent  of  $24,000  (reduced  to  $16,500  annually  by 
the  modifying  agreement)  for  the  period  from  November  1,  1936,  to  the 
expiration  of  the  original  lease,  November  1,  2021,  and 

(b)  For  the  erection  of  a  building  at  a  cost  of  not  less  than  $200,000  (from  the 
erection  of  which  it  is  otherwise  relieved  by  the  modifying  agreement). 

3.  As  endorsers  on  customers'  notes  for  loans  from  banks  and  finance  companies 
aggregating  approximately  $5,377. 

4.  Unused  balance  of  $58,304  of  letters  of  credit. 
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NOTES  TO  FUNDED  DEBT 


Allied  Stores  Corporation: 

Note  A:  The  Indenture  relating  to  4j"2%  Debentures  due  1951  provides  for  a  sinking  fund  payable 
on  May  20th  each  year  equal  to  the  sinking  fund  redemption  price  of  33-13%  of  the 
greatest  aggregate  principal  amount  of  said  bonds  which  shall  ever  have  been  authen¬ 
ticated  by  the  trustee.  Sinking  fund  payment  due  on  May  20,  1944,  amounts  to 
$175,067  against  which  there  may  be  applied  $42,000  principal  amount  of  bonds  (at 
101%)  purchased  by  the  Corporation  and  cancelled  by  the  trustee  in  anticipation  of 
sinking  fund  requirement. 

Note  B:  These  notes  were  issued  under  an  agreement  for  a  revolving  credit  of  $6,000,000  avail¬ 
able  to  May  26,  1947.  Any  amount  borrowed  thereunder  may  be  repaid  by  the  Cor¬ 
poration  and  reborrowed  from  time  to  time  prior  to  said  date.  A  commitment  fee 
at  the  rate  of  J.4  of  1%  per  annum  is  payable  on  the  unused  and  available  portion  of 
said  credit,  but  the  Corporation  has  the  right  to  reduce  or  terminate  the  line  of  credit 
on  or  after  May  26,  1945.  The  agreement  requires,  among  other  things,  the  Cor¬ 
poration  to  maintain  at  all  times  consolidated  quick  assets  at  an  amount  in  excess 
of  200%  of  consolidated  current  liabilities. 


Subsidiary  Companies: 

Note  C:  The  Indenture  relating  to  5)4%  Income  Bonds  due  1972  of  C.  C.  Anderson  Stores 
Company  provides  for  redemption  of  the  bonds  at  any  time,  in  whole  or  in  part,  at 
the  option  of  said  Company  at  the  principal  amount  thereof.  Interest  on  the  bonds  is 
cumulative,  but  is  required  to  be  paid  currently  only  if,  and  to  the  extent  that,  there 
are  available  net  earnings  of  its  last  previously  completed  semi-annual  fiscal  period. 
The  said  Company  agrees  chat  so  long  as  any  of  these  bonds  shall  remain  outstanding 
it  will  not  issue  any  additional  5 N%  Income  Bonds  wichout  consent  of  the  registered 
holders  of  a  majority  in  principal  amount  of  the  bonds  at  the  time  outstanding. 

Note  D:  The  Supplemental  Indenture  dated  August  15,  1941,  relating  to  First  Mortgage  and 
First  Lien  3%%  Sinking  Fund  Bonds  due  August  15,  1956,  of  Jordan  Marsh  Company 
provides  for  a  payment  of  $168,750  semi-annually  on  February  15th  and  August  15th 
each  year  for  interest  and  sinking  fund.  Amount  due  on  February  15,  1944  was  paid 
on  January  29,  1944  and  the  principal  amount  of  bonds  to  be  redeemed  on  February 
15,  1944  has  been  treated  as  though  the  bonds  were  retired  and  cancelled  at  January 
31,  1944.  The  bonds  are  guaranteed  as  to  principal  and  interest  by  Andrews  Real 
Estate  Trust,  a  subsidiary  of  the  Corporation,  which  owns  a  substantial  part  of  the 
premises  occupied  by  Jordan  Marsh  Company. 

Note  E:  The  real  estate  mortgage  of  C.  C.  Anderson  Stores  Company  provides  for  the  payment 
of  a  sum  equal  to  certain  percentages  of  net  sales  made  on  the  mortgaged  premises  for 
each  twelve  month  period  commencing  September  1st,  but  in  no  event  less  than  $24,000 
for  each  such  period,  such  minimum  to  be  payable  in  monthly  installments.  The 
amount  paid  for  each  twelve  month  period  in  excess  of  interest  at  the  rate  of  4Ja% 
per  annum  on  said  mortgage  is  applied  against  tile  principal. 
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ALLIED  STORES  CORPORATION  AND  SUBSIDIARIES 


Comparative  Consolidated  Balance  Sheets — January  31,  1940-1944 


ASSETS  January  31 


Current  Assets: 

Cash . 

U.  S.  Government  Securities.  . . 
Accounts  and  notes  receivable 

(net),  etc . 

Merchandise  inventories . 

1940 

$  2,164,136 

17,874,340 

17,390,733 

1941 

$  2,616,077 

18,687,335 

18,399,979 

1942 

$  3,636,068 

23,029,647 

24,215,448 

1943 

$13,774,875 

102,177 

16,919,552 

23,481,324 

1944 

$10,573,279 

4,518,451 

14,767,979 

28,055,174 

Total  current  assets . 

37,429,209 

39,703,391 

50,881,163 

54,277,928 

57,914,883 

Land,  Buildings,  Equipment,  Etc.: 

Land . 

Buildings  and  equipment  (net). 
Store  fixtures  and  equipment 

("«) . 

Improvements  to  leased  property 
(net) . 

19,579,536 

9,153,537 

4,057,585 

1,264,100 

18,624,178 

8,883,484 

4,350,863 

1,401,235 

18,638,537 

8,858,228 

4,939,885 

1,425,127 

17,695,669 

8,135,704 

4,792,668 

1,369,075 

16,060,675 

7,817,505 

4,556,758 

1,266,279 

Total  land,  buildings,  equip- 

34,054,758 

33,259,760 

33,861,777 

31,993,116 

29,701,217 

Other  Assets . 

771,918 

907,098 

1,225,518 

1,207,638 

1,456,044 

Deferred  and  Prepaid  Expenses.. . . 

975,258 

1,009,741 

1,651,826 

1,939,214 

1,929,512 

Unamortized  Portion  of  Bond  Dis¬ 
count  and  Expense . 

180,605 

157,358 

162,280 

141,758 

122,301 

Good  Will  and  Other  Intangible 

1 

1 

1 

1 

1 

Total  assets . 

$73,411,749 

$75,037,349 

$87,782,565 

$89,559,655 

$91,123,958 

LIABILITIES 

Current  Liabilities: 

Notes  payable  to  banks— for 
current  loans . 

$  800,000 

$  900,000 

$  2,900,000 

$  - 

$  - 

Other  current  liabilities . 

9,311,510 

10,107,864 

17,415,750 

14,664,342 

15,847,086 

Total  current  liabilities. . . . 

10,111,510 

11,007,864 

20,315,750 

14,664,342 

15,847,086 

Funded  Debt  and  Long  Term  Obli¬ 
gations  (exclusive  of  amounts 
included  under  current  liabili- 

20,732,712 

19,439,913 

18,657,990 

23,188,957 

20,430,623 

Reserves . 

2,052,229 

2,179,112 

1,157,487 

1,355,030 

1,366,199 

Unearned  Income . 

388,895 

467,950 

559,440 

153,907 

— 

Capital  Stock  and  Surplus: 

5%  Preferred  Stock— par  value 
$100  per  share — outstanding. 

22,890,100 

22,750,100 

23,738,300 

23,217,600 

21,903,100 

Common  stock  and  surplus . 

17,236,303 

19,192,410 

23,353,598 

26,974,819 

31,576,950 

Total  capital  stock  and 

40,126,403 

41,942,510 

47,091,898 

50,192,419 

53,480,050 

Total  liabilities . 

$73,411,749 

$75,037,349 

$87,782,565 

$89,559,655 

$91,123,958 
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ALLIED  STORES  CORPORATION  AND  SUBSIDIARIES 

Comparative  Consolidated  Statements  of  Profit  and  Loss,  Earned  Surplus, 
and  Capital  Surplus  for  the  Fiscal  Years  Ended  January  31,  1940-1944 

Profit  and  Loss  for  the  Fiscal  Year  Ended  January  3 1 


Net  sales  a940  1941  1942  1943  1944 

(including  leased  departments)  $112,122,354  $121,270,682  $151,808,858  $170,828,164  $203,718,739 


Gross  margin .  38,370,942  41,417,929  52,505,940  60,951,222  72,619,931 


Operating  expenses: 

Provision  for  depreciation .  1,264,588  1,290,135  1,364,814  1,334,045  1,246,723 

Maintenance  and  repairs .  743,135  728,798  1,107,500.  1,292,419  1,408,253 

All  other  operating  expenses..  31,491,864  33,453,540  39,846,926  42,026,315  48,613,704 


Total  operating  expenses. .  33,499,587  35,472,473  42,319,240  44,652,779  51,268,680 


Operating  profit .  4,871,355  5,945,456  10,186,700  16,298,443  21,351,251 

Other  income-net .  248,388  366,343  245,551  (1,207,765)  (905.482) 


5,119,743  6,311,799  10,432,251  15,090,678  20,445,769 

Interest  charges  .  964,158  958,670  937,993  909,250  895,166 


Profit  before  federal  taxes  on  in¬ 
come .  4,155,585  5,353,129  9,494,258  14,181,428  19,550,603 

Provision  for  estimated  federal 

taxes  on  income .  720,000  1,355,000  4,200,000  8,500,000  12,700,000 


Consolidated  net  profit .  $  3,435,585  $  3,998,129  $  5,294,258  $  5,681,428  $  6,850,603 


EARNED  SURPLUS 

Balance  at  beginning  of  period..  $  4,182,091  $  6,467,796  $  8,341,670  $  11,276,854  $  14,699,202 


'  Consolidated  net  profit .  3,435,585  3,998,129  5,294,258  5,681,428  6,350,603 


Total .  7,617,676  10,465,925  13,635,928  16,958,282  21,549,805 


Dividends  paid: 

On  5%  Preferred  Stock .  1,149,880  1,142,297  1,161,450  1,176,151  1,129,018 

On  Common  Stock .  —  —  —  1,082,929  1,263,417 

Reducing  carrying  amount  of 
real  estate  based  on  inde¬ 
pendent  appraisals  .  —  981,958  —  —  — 

Elimination  of  cash  discounts 

counts  payable .  —  —  697,624  —  — 

Excess  of  cost  of  subsidiary 

at  date  of  acquisition .  —  —  500,000  —  — 


Total  deductions .  1,149,880  2,124,255  2,359,074  2,259,080  2,392,435 


Balance  at  end  of  period .  $  6,467,796  $  8,341,670  $  11,276,854  $  14,699,202$  19,157,370 


CAPITAL  SURPLUS 

Balance  at  beginning  of  period..  $  8,791,056  $  8,951,354  5  9,033,587  $  10,259,591  $  10,599,884 
Add — 

Discount  on  repurchase  of  5% 


Preferred  Stock.  . .  106,329  82,233  54,217  282,719  143,659 

Excess  of  equity  in  net  assets 
of  subsidiaries  at  dates  of  ac¬ 
quisition .  53,969  —  —  57,574  — 

Transfer  from  reserve  for  con¬ 
tingencies .  —  —  1,171,787  —  — 


Balance  at  end  of  period .  $  8,951,354  $  9,033,587  $  10,259,591  $  10,599,884  $  10,743,543 


•  31  • 
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STORES  OWNED  BY  ALLIED  STORES  CORPORATION 


THE  A.  POLSKY  COMPANY . Akron,  Ohio 

O’NEILL  &  COMPANY,  INCORPORATED  ....  Baltimore,  Md. 

JORDAN  MARSH  COMPANY . Boston,  Mass. 

C.  F.  HOVEY  COMPANY . Boston,  Mass. 

THE  ROLLMAN  &  SONS  COMPANY  ....  Cincinnati,  Ohio 
THE  MOREHOUSE-MARTENS  COMPANY  .  .  .  Columbus,  Ohio 

THE  TITCHE-GOETTINGER  COMPANY  ....  Dallas,  Texas 

HERPOLSHEIMER  COMPANY . Grand  Rapids,  Mich. 

THE  MEYER’S  COMPANY . Greensboro,  N.  C. 

THE  L.  H.  FIELD  COMPANY . Jackson,  Mich. 

B.  GERTZ,  INC . Jamaica,  N.  Y. 

GEO.  B.  PECK,  INC . Kansas  City,  Mo. 

THE  MULLER  COMPANY,  LIMITED  ....  Lake  Charles,  La. 
LOUIS  SAMLER,  INC.  (THE  BON  TON)  ....  Lebanon,  Pa. 
THE  BON  MARCHE,  INC . Lowell,  Mass. 

C.  M.  GUGGENHEIMER  CORPORATION  .  .  .  Lynchburg,  Va. 

F.  N.  JOSLIN  COMPANY . Malden,  Mass. 

L.  S.  DONALDSON  COMPANY . Minneapolis,  Minn. 

QUACKENBUSH  COMPANY . Paterson,  N.  J. 

WAITE’S,  INC . Pontiac,  Mich. 

JOSKE  BROS.  CO . San  Antonio,  Texas 

THE  BON  MARCHE . Seattle,  Wash. 

HEER’S,  INCORPORATED . Springfield,  Mo. 

THE  GOLDEN  RULE .  St.  Paul,  Mian. 

DEY  BROTHERS  &  CO .  Syracuse,  N.  Y. 

MAAS  BROTHERS,  INC . Tampa,  Florida 

THE  JAMES  BLACK  DRY  GOODS  COMPANY  .  Waterloo,  Iowa 

POMEROY’S,  INC .  Reading,  Pa. 

(Operates  stores  in  Reading,  Harrisburg,  Wilkes-Barre  and  Poctsvillc,  Pa.) 

A.  E.  TROUTMAN  COMPANY . Greensburg,  Pa. 

(Operates  stores  in  Greensburg,  Butler,  Dubois,  Indiana, 

Connellsville  and  Latrobe,  Pennsylvania) 

C.  C.  ANDERSON  STORES  COMPANY .  Boise,  Idaho 

(Branches  in  thirteen  cities  in  Idaho,  four  cities  in  Oregon,  one  city  in  Colorado, 
two  cities  in  Utah  and  one  city  in  South  Dakota) 
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